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PARTI

Item 1. Business

The following business description should be read in conjunction with our consolidated financial statements and related

notes appearing elsewhere in this Annual Report on Form 10-K.

Overview

Comstock Homebuilding Companies, Inc. is a multi-faceted real estate development and services company focused on the
Washington, D.C. metropolitan area, We have substantial experience with building a diverse range of products including single-family

* homes, townhouses, mid-rise condominiums, high-rise multi-family condominiums and mixed-use (residential and commercial)

developments. Since our founding in 1985, and as of December 31, 2010, we have built and delivered more than 5,200 homes
generating total revenue in excess of $1.3 billion. References in this Form 10-K to “Comstock,” “Company”, “we,” “our” and “us”

" refer to Comstock Homebuilding Companies, Inc. together in each case with our subsidiaries and any predecessor entities unless the

context suggests otherwise.

Our business was founded in 1985 as a residential land developer and home builder focused on the Northern Virginia suburbs of

* the Washington, D.C. area. In December 2004, we completed our initial public offering. In 2005, we began executing expansion plans

and established operations in key markets throughout the Southeast. Notably, during 2006 we increased revenues to $266 million.
However,.during 2007 it became clear that the unprecedented span of growth in the housing sector was quickly ending. Drawing on

= the valuable experience our management team had gained in previous downturns, we expeditiously curtailed expansion plans and

adopted a defensive strategy that allowed us to survive the housing downturn. We quickly sold certain assets and worked closely with
our existing lenders to amicably renegotiate the terms of project related and corporate borrowings, which bad peaked at $340 million
as of September 30, 2006.

In 2009, we established our Strategic Realignment Plan (the “Strategic Realignment Plan”). The Strategic Realignment Plan was
designed to eliminate debt, further reduce expenses, enhance our balance sheet, conserve cash, and protect key Washington, D.C.
market assets. By the end of 2009, we had successfully renegotiated substantially all of our secured debt obligations and reduced total
debt to $68 million ($ 28.4 million as of December 31, 2010). We believe that having achieved the major objectives of the Strategic
Realignment Plan which eliminated or reduced corporate and project related debt while disposing of noncore assets where market
values had deteriorated ultimately allowed for the retention of core assets in the Washington, D.C. market.

Our Operating Market

We are exclusively focused on the Washington, D.C. market which is the eighth largest metropolitan statistical area in the
United States. Our expertise in developing traditional and non-traditional housing products enables us to focus on a wide range of
opportunities within our core market. We have built homes and apartment buildings in suburban communities, where we focus on low
density products such as single family detached homes, and in urban areas, where we focus on high density multi-family and mixed

..." use products. For our homebuilding operations, we develop properties with the intent that they be sold either as fee-simple properties
*: or condominiums to individual unit buyers or as investment properties sold to private or institutional investors. Our apartment

buildings are developed as rental properties to be held and operated for our own purposes, converted at some point to for-sale
condominium units or sold on a merchant build basis. Currently, we operate only in the Washington, D.C. market where we target
first-time, early move-up, and secondary move-up buyers with our homebuilding product. We focus on products that we are able to
offer for sale in the middle price points within the markets where we operate, avoiding the very low-end and high-end products. We
believe our middle market strategy positions our products such that they are affordable to a significant segment of potential home

. buyers in our market.

We believe that our significant experience over the past 25 years, combined with our ability to navigate through two major )

.- housing downtums (early 1990’s and late 2000’s) have provided us the experience necessary to capitalize on attractive opportunities
- . in our core market of Washington, D.C. and to rebuild shareholder value. We believe that our focus on the Washington, D.C. market,

which has historically been characterized by economic conditions less volatile than many other major homebuilding markets, will
provide an opportunity to generate attractive returns on investment and for growth.

Our Business Strategy

Our business strategy is designed to leverage our extensive capabilities and market knowledge to maximize returns on invested

- capital on our various real estate related activities. We execute our strategy through three related business units:

e Homebuilding — We target new home building opportunities where our building experience and ability to manage highly
complex entitlement, development and distressed assets provides us with a competitive advantage.  *
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*  Apartments — We seck opportunities in the multi-family rental market where our experience and core capabilities can be
leveraged. We will either position the assets for sale to institutional buyers when completed or operate the asset within our °
own portfolio. Operating the asset for our own account affords us the flexibility of converting the units to condominiums
in the future.

*  Real Estate Services — Our management team has significant experience in all aspects of real estate including strategic
planning, land development, entitlement, property management, sales and marketing, workout and turnaround strategies
and general construction. We provide a wide range of construction management and general contracting services to other

- property owners. This business line not only allows us to generate positive fee income from our highly qualified personnel :
o - but also serves as a potential catalyst for joint venture and acquisition opportunities. :

These business units work in concert and leverage the collective skill sets of our organization. The talent and experience of our  *
personnel allows workflow flexibility and a multitasking approach to managing various projects. In a capital constrained environment, =
we use creative problem solving and financing approaches by working closely with banks, borrowers and other parties in an effort to
generate value for all constituents. We believe that our business network within the Washington, D.C. real estate market providesusa
competitive advantage in sourcing and executing investment opportunities. '

With respect to our homebuilding operations, we seck to minimize risk associated with fluctuating market conditions by
primarily building pre-sold units and limiting the number of spec units held in inventory. In each new community that we develop we
build model homes to demonstrate our products and to house our on-site sales operations. We limit the building of spec units to
locations where there is a demonstrated demand for immediate delivery homes or where the majority of the units within a multi-family
building (such as townhouses or condominiums) have been pre-sold. We believe that by limiting the number of spec units held in
inventory we reduce our exposure to cyclical fluctuations in market values and minimize costs associated with holding inventory, such
as debt service. We believe that our strategy of limiting spec inventory and converting our standing condominium inventory to rental
properties contributed to our ability to manage the current downturn in the housing market.

In certain communities we continue to offer units for sale and for rent. In the difficult market conditions that have persisted over -
the past few years this strategy has dramatically enhanced our ability to maintain adequate operating cash flow. It also contributed to
our ability to negotiate amicable arrangements with all of our lenders regarding necessary modifications to our borrowing facilities as
we worked to align our portfolio with market realities. Additionally, by operating key properties as rental communities during the
housing downturn, we have been able to position valuable assets for sale in improving market conditions.

Our Operations

Our operations have been scaled back to align general and administrative expenses with market realities. In keeping with the
defensive strategy adopted to enhance our ability to survive a prolonged downturn in housing demand we eliminated several operating
divisions and refocused operations on the Washington, D.C. market where we believe our 25 years of market experience provides us
the best opportunity to rebuild our business and enhance shareholder value. Although we have dramatically reduced the size of our
staff we believe that we have maintained the critical capabilities we need to capitalize on emerging opportunities. We believe that we
are properly staffed for current market conditions and that we have the ability to manage growth as market conditions warrant.

Recent Developments
Eclipse on Center Park Refinancing

On February 2, 2011, Comstock Potomac Yard, L.C., one of our subsidiaries (“Comstock Potomac™), entered into a new
inventory term loan agreement (“Loan Agreement”) with Eagle Bank pursuant to which Comstock Potomac secured an Eleven
Million Eight Hundred Fifty Thousand Dollar ($11,850,000) loan with a three year term (the “New Loan”) to refinance our Eclipse at
Potomac Yard condominium project in Arlington, Virginia (the “Project”). Proceeds from the New Loan to Comstock Potomac were
primarily utilized to pay off existing indebtedness owed to Key Bank, N.A in advance of its March 14, 2011 maturity. Under the terms
of the our Loan Agreement, the New Loan provides for an initial interest rate of Prime plus two percent (2%), with an interest rate
floor of seven percent (7%). Comstock Potomac is required to make monthly payments of interest only to Fagle Bank, to the extent
not offset by an interest reserve initially set aside for the benefit of Comstock Potomac, and a minimum principal curtailment payment
of Five Million Five Hundred Thousand Dollars ($5,500,000) no later than eighteen (18) months following the closing of the New
Loan (the “Minimum Principal Curtailment). The New Loan also has a minimum sales pace requirement requiring Comstock
Potomac to sell a minimum of six (6) units every six (6) months, on a cumulative basis. There is no prepayment penalty associated
with the New Loan, which is secured by a first deed of trust on the property. The Company, and each of Christopher Clemente, the
Chief Executive Officer of the Company and Gregory Benson, the Chief Operating Officer of the Company, have fully guaranteed the
New Loan. The officer guaranties are reduced to fifty percent (50%) of the outstanding principal amount of the New Loan, from time
to time, upon the happening of certain events, including the satisfaction of the Minimum Principal Curtailment.




- Cascades Apartment Project

On January 31, 2011, Comstock Cascades II, L.C., one of our subsidiaries (“Cascades II”), entered into a private placement
whereby Cascades Il raised working capital in the amount of Two Million Three Hundred and Fifty Thousand Dollars ($2,350,000)

. (the “Private Placement”) related to the planned construction of a 103 unit apartment project located in the Cascades master planned

"~ community in Loudoun County, Virginia (the “Cascades Apartments” or “The Commons on Potomac Square™). Proceeds of the
... Private Placement, were utilized (i) to provide sufficient capital needed to secure project financing for the Cascades Apartments, (ii) to
' retire a portion of the existing indebtedness owed to M and T Bank (“M&T") in relation to the Cascades Apartments project, and

" (iii) to reimburse the Company for prior expenditures incurred on behalf of the project. Participants in the Private Placement included
© - unrelated third party investors along with several members of the Company’s Board of Directors, as well as the Chief Operating

: Officer, Chief Financial Officer and General Counsel of the Company.

On February 11, 2011, Cascades II entered into a Loan Agreement (the “Cardinal Loan Agreement”) with Cardinal Bank
* " pursuant to which Cascades II obtained an Eleven Million Dollar ($11,000,000) multi-family construction loan and mortgage with a
five year term (the “Cardinal Loan™). Proceeds from the Cardinal Loan were used to (i) fund the construction of a 103 unit apartment
project located in the Cascades master planned community in Loudoun County, Virginia (the “Cascades Apartments”) and (ii) retire
existing indebtedness of the Company owed to M and T Bank (“M&T”) having a maturity date of February 14, 2011 and which was
_ secured by a first deed of trust on the real property upon which the Cascades Apartments will be constructed. The Cardinal Loan,
. secured by a new first deed of trust on the property, has an initial interest rate of Prime plus two percent (2%), with an interest rate
" floor of six and one-half percent (6.5%), converted after eighteen (18) months to four hundred twenty-five (425) basis points over the
.. five (5) year swap rate with an interest rate floor of five percent (5%) and a ceiling of eight percent (8%). Under the terms of the
" Cardinal Loan Agreement, the Cardinal Loan will be amortized in accordance with a 5.5%, 25-year schedule, with amortization to
“ begin eighteen (18) months after the Cardinal Loan closing and has a two percent (2%) prepayment penalty if paid within the first or
second year of the Cardinal Loan and a one percent (1%) prepayment penalty if retired in the third or fourth year of the Cardinal Loan.
The Cardinal Loan requires debt service coverage (“DCR”) of (i) 1.0 to 1.0 no later than twenty-four (24) months from the date of the
Cardinal Loan closing, (ii) 1.15 DCR no later than thirty-six (36) months from the date of Cardinal Loan closing, and (iit) 1.25 DCR
~ no later than forty-eight (48) months from the date of the Cardinal Loan closing. The Company has fully guaranteed the Cardinal
- Loan. Christopher Clemente, the Chief Executive Officer of the Company and Gregory Benson, the Chief Operating Officer of the
- Company (each an “Officer”), also provided a limited guaranty in connection with the Cardinal Loan of up to Six Million Eight
- Hundred Thousand Dollars ($6,800,000), subject to further reduction upon the satisfaction of certain enumerated conditions set forth
in the Cardinal Loan Agreement. In connection with the Officer’s limited guaranty of the Cardinal Loan, and in connection with the
Company’s entry into a loan with Eagle Bank, described above the Officers and the Company entered into a Credit Enhancement and
" Indemnification Agreement on February 17, 2011 (the “Indemnification Agreement”) providing for full indemnification of the
Officers by the Company against future losses incurred as a result of their guaranty of the Cardinal Loan or the Eagle Bank Loan.
Pursuant to the Indemnification Agreement, the Officers, on an aggregate basis, are entitled to a credit enhancement fee (“Credit
Enhancement Fee”) from the Company for the Cardinal Loan and the Eagle Bank Loan calculated at a rate of four percent (4%) per
annum based on the lesser of (i) the combined outstanding balance of the Cardinal Loan and the Eagle Bank Loan at the end of each
month, or (ii) such Officer’s maximum guaranty exposure in connection with the Cardinal Loan and the Eagle Bank Loan. One-half of
the Credit Enhancement Fee is payable monthly, in arrears, and the remaining half is deferred and payable on an annual basis. There is
~. no obligation that the Officers provide credit support to the Company for its future borrowing needs and as a result, there may be no
* availability of acquisition, construction and development loans.

Our Communities

We currently have six communities throughout the Washington, D.C. market. We are cutrently operating in Loudoun County,
Virginia, Arlington County, Virginia, Fairfax County, Virginia, Frederick County, Maryland and the District of Columbia. The
following table summarizes certain information regarding our communities as of December 31, 2010.

As of December 31, 2010
Average New

3 Estimated Order

j Product Units at Units Lots Owned Revenue to

2 Project State Type?® Completion Settled Backlog® Unsold Date

: Commons on Potomac Square.............cccoeeenneee. VA Apartment 103 N/A N/A N/A N/A
Eclipse on Center Park ® ............cocevvirinrnnne. VA  Condo 465 421 1 43 $ 406,050
Penderbrook Square M........occoecviirevenicnieenee VA  Condo 424 356 —_ 68 249,636
Emerald Farm @ ... MD SF 84 78 — 6 452,347

 The Hampshires ©...........ccccooeureeecriiereverereennnnnnn. DC SF/TH 110 — — — N/A

Cedar Hill® ........ccooviiiieeeeeeceeeeee e DC  Condo 40 —- — — N/A

- ~

Total



(1) For sale communities.

(2) “SF” means single family home, “TH” means townhome and “Condo” means condominium.

(3) “Backlog” means we have an executed order with a buyer, but the settlement has not yet taken place.
(4) Developed and available for sale. .

(5) Community under our control currently in development.

Northern Virginia Market

The Commons on Potomac Square is a two building, 103-unit, rental apartment community in Loudoun County, Virginia. The .
project is located in the Potomac Falls area of Loudoun County, Virginia. We anticipate initial occupancies to occur in late 2011 with
final construction to be completed in early 2012. The land on which the community is being built is one of the last remaining parcels
within the master planned and amenity rich Cascades Community in eastern Loudoun County. The Cascades community provides
residents with exceptional attractions, including excellent schools, golf courses, multiple parks, swimming pools, walking/bicycle
trails, upscale shopping and dining facilities and other convenient amenities. The location of the Cascades community provides easy
commuter access to all of the major employment centers in the Washington, D.C. region and is located within walking distance of the
Loudoun campus of Northern Virginia Community College. Comstock anticipates stabilized rents to be in the range of $1,200 -$1,600 .
for the one and two bedroom units under construction.

The Eclipse on Center Park is a 465-unit, high-rise condominium complex in Arlington, Virginia. The project is just minutes
from downtown Washington D.C., the Pentagon and Reagan National Airport. The project is an upscale, urban-style, mixed-use
complex with residential condominiums above an 83,000 square foot retail center, which includes a Harris Teeter grocery store and
other convenience-oriented retailers. Condominium sales began in the second quarter of 2004 and settlements began in November
2006. In October 2009, we entered into a loan modification agreement with the project lender which provides us with a portion of the
cash flow generated from rental and sales operations at the project. As market conditions stabilized and began to improve in the later
part of 2009, we started generating sales at this project again. At December 31, 2010, 44 units remain in our inventory.

Penderbrook Square is a 424-unit rental apartment complex in the Fair Oaks area of Fairfax County, Virginia that we purchased -
as a condominium conversion project. We acquired the property in 2005 and made significant improvements to common areas,
building exteriors, and heating and air-conditioning systems within units and have completed the conversion and sale of a majority of
the units to condominiums. Sales and settlements began in 2005. In furtherance of our Strategic Realignment Plan when market
conditions deteriorated, we suspended sales at the project and continued operation of the remaining inventory as rental units. In
September 2009, we entered into a loan modification agreement with the project lender which provides us with a portion of the cash
flow generated from rental and sales operatjons at Penderbrook. As market conditions stabilized and began to improve in the later part -
of 2009, we re-opened our sales office at Penderbrook. At December 31, 2010, 68 units remain in our inventory.

Maryland

Emerald Farm is an 84-unit development of single-family homes in Frederick, Maryland conveniently located near major
transportation routes. A water moratorium imposed by the local jurisdiction has prevented the timely completion of the project. We
believe the moratorium no longer applies to the lots we continue to own in this community. It is our intention to pursue construction
financing for homes on the 6 remaining finished building lots in the near future and as markef conditions warrant. If we are unable to
secure construction financing, we may consider selling the finished lots in a bulk sale.

District of Columbia

On December 10, 2010, we announced that we had formed joint ventures with Four Points, LLC (“Four Points”) for the
development of two new communities located in Washington, D.C. We plan to commence site improvements and construction on both :
communities upon the issuance of final building permits. The two communities, to be known as The Hampshires and Cedar Hill, will
include approximately 150 new homes. The Hampshires, located in the Northeast section of the District of Columbia along New
Hampshire Avenue, will include approximately 110 townhomes and single family homes, while Cedar Hill, located in the Southeast -
section of Washington, D.C. near the home of the Washington Nationals baseball team, will include approximately 40 townhomes and
townhome style condominiums. :

Warranty

We provide our single-family and townhouse home buyers with a one-year limited warranty covering workmanship and
materials. The limited warranty is transferable to subsequent buyers not under direct contract with us and requires that all home buyers
agree to the definitions and procedures set forth in the warranty. Typically, we provide our condominium home buyers a two-year
warranty. In addition, we periodically provide structural warranty of longer durations pursuant to applicable statutory requirements.
From time to time, we assess the appropriateness of our warranty reserves and adjust accruals as necessary. When deemed appropriate
by us, we will accrue additional warranty reserves. We require our general contractors and sub-contractors to warrant the work they
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perform and they are contractually obligated to correct defects in their work that arise during the applicable warranty period. We seek
to minimize our risk associated with warranty repairs through our quality assurance program and by selecting contractors with good
reputations, sufficient resources and adequate insurance. It is typical that there is a gap in the warranty coverage provided by
contractors and by home builders, which we have self-insured in the past. It is our experience that the warranty claims which we self

. .- insured have not been significant in nature but we periodically obtain additional insurance to protect against this unquantifiable risk.

' Competition

The real estate development industry is highly competitive. We compete primarily on the basis of price, location, design,
quality, service and reputation. We compete with small private builders and large regional or national builders. In addition to

_ competing for home buyers and renters, builders compete for construction financing, raw materials and skilled labor. Additionally,
- under normal market conditions competition exists within the industry for prime development sites, especially those where developed

building lots are available under option lot contracts. We compete with other local, regional and national builders in all of these areas.
Many of our competitors have significantly greater financial, marketing, sales and other resources than we have. Some of the national
builders against which we compete include Pulte Homes, DR Horton, Toll Brothers, Ryland Homes, NVR, K. Hovnanian and Lennar.

However, competition among home builders and apartment developers is often specific to product types being offered in a
particular area. Often we do not find ourselves competing with the large national developers in the urban communities where we

_ . develop high-rise and mixed use products. This is primarily because most national builders tend to focus on a narrower range of

' products than what we offer. We believe this provides us a distinct advantage in terms of attracting potential home buyers and renters
.. in certain areas. We believe the factors that home buyers consider in deciding whether to purchase or rent from us include the product
- type, location, value quality, and reputation of the developer. We believe that our projects and product offerings compare favorably on

these factors and we continually strive to maintain our reputation of building quality products.

Additionally, we compete with the resale market of existing homes including foreclosures and short-sales. The dramatic increase
of inventory of existing homes available for sale beginning in 2006 created significant competition among builders and home seilers
for a shrinking number of prospective home buyers. This led to downward pressure on home prices in many areas.

Regulation

Home builders are subject to various local, state and federal statutes, ordinances, rules and regulations concerning zoning,
building design, construction and similar matters, including local regulation, which imposes restrictive zoning and density
requirements in order to limit the number of homes that can ultimately be built within the boundaries of a particular project. We and

. our competitors miay also be subject to penodxc delays or may be precluded entirely from developing in certain communities due to

building moratoriums or “slow-growth” or “no-growth” initiatives that could be implemented in the future in the states in which we
operate. Local and state governments also have broad discretion regarding the imposition of development fees for projects in their
Jurisdiction.

We and our competitors are also subject to a variety of local, state and federal statutes, ordinances, rules and regulations
concerning protection of the environment. Some of the laws to which we and our properties are subject may impose requirements

- concerning development in waters of the United States, including wetlands, the closure of water supply wells, management of
~ asbestos-containing materials, exposure to radon and similar issues. The particular environmental laws that apply to any given

community vary based on several factors including but not limited to the environmental conditions related to a particular property and

~ the present and former uses of the property. These environmental laws may result in delays, may cause us and our competitors to incur

substantial compliance related costs, and may prohibit or severely restrict development in certain environmentally sensitive areas. To
date, environmental laws have not had a material adverse impact on our operations.

- Technology and Intellectual Property

We are committed to the use of Internet-based technology for managing our business, communicating with our custormers, and

marketing our projects. For customer relationship management, we use Builder’s Co-Pilot™, a management information system that
.- 'was custom developed in accordance with our needs and requirements. This system allows for online and collaborative efforts
between our sales and marketing functions and integrates our sales, production and divisional office operations in tracking the

progress of construction on each of our projects. We believe that real-time access to our construction progress information and our
sales and marketing data and documents through our systems increases the effectiveness of our sales and marketing efforts as well as
management’s ability to monitor our business.

We utilize our technology infrastructure to facilitate marketing of our projects as well. Through our web site,

. www.comstockhomebuilding.com, our customers and prospects receive automatic electronic communications from us on a regular

basis. Our corporate marketing directors work with in-house marketing and technology specialists to develop advertising and public
relations programs for each project that leverage our technology capabilities. During 2010, we continued to lower marketing costs
through the increased utilization of internet based miarketing platforms in lieu of print advertisements. We believe that the home
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buying population will continue to increase its reliance on information available on the internet to help guide their home buying
decision. Accordingly, our marketing efforts will continue to seek to leverage this trend in an effort to lower per sale marketing costs
while maximizing potential sales.

For accounting and purchasing management purposes we use the JD Edwards Enterprise One software system.

Our Chief Executive Officer and Chairman of the Board, Christopher Clemente, has licensed his ownership interest the
“Comstock” brand and trademark to us in perpetuity and free of charge. We do not own the brand or the trademark and are not in a
position to be able to adequately protect it against infringement from third parties. Additionally, Mr. Clemente has retained the rightto .
continue using the “Comstock” brand and trademark individually and through his affiliates, including real estate development projects *
in our current or future markets that are unrelated to the Company. '

Employees

At Decemberr31, 2010, we had 26 full-time and one part time employee. Our employees are not represented by any collective
bargaining agreement and we have never experienced a work stoppage. We believe we have good relations with our employees.

Executive Officers of the Registrant

Our executive officers and other management employees and their respective ages and positions as of December 31, 2010 are as
follows: ‘

* ‘Name Age Current Position
Christopher Clemente 51 Chairman and Chief Executive Officer
Gregory V. Benson 56 President, Chief Operating Officer
Joseph M. Squeri 45  Chief Financial Officer
Jubal R. Thompson . 41 General Counsel and Secretary

Christopher Clemente founded Comstock in 1985 and has been director since May 2004. Since 1992, Mr. Clemente has served
as our Chairman and Chief Executive Officer. Mr. Clemente has over 25 years of experience in all aspects of real estate development
and home building, and more than 30 years of experience as an entrepreneur.

Gregory V. Benson joined us in 1991 as President and Chief Operating Officer and has been director since May 2004.
Mr. Benson is also a member of our board of directors. Mr. Benson has over 30 years of home building experience including over 14
years at national home builders, including NVHomes, Ryan Homes and Centex Homes.

Joseph M. Squeri has served as our Chief Financial Officer since August 2010. Mr. Squeri has more than a decade of public
company leadership experience in corporate finance, strategic planning, accounting and operations. From October 2008 to August
2010, Mr. Squeri served as an independent financial and business consultant to privately held companies. From January 2008 to
September 2008, Mr. Squeri served as the Executive Vice President-Chief Financial Officer and Treasurer of the Federal Realty
Investment Trust (NYSE: FRT) with responsibility for capital markets, financial reporting and investor relations functions. From 1997
through 2007, Mr. Squeri served in a variety of positions at Choice Hotels International (N'Y SE: CHH), including chief financial
officer starting in 1999, and then more significant operating roles culminating his position as president and chief operating officer.

Mr. Squeri is a certified public accountant.

Jubal R. Thompson has served as our General Counsel since October 1998 and our Secretary since December 2004. From April
2002 to April 2003, Mr. Thompson also served as our Vice President — Finance. Mr. Thompson has significant experience in areas of
real estate acquisitions and dispositions, real estate and corporate finance, corporate governance, mergers and acquisition and risk
management.

Item 1A. Risk Factors
Risks Relating to Our Business

Failure to meet the minimum unit settlement requirements in our modified credit facilities would adversely affect our liquidity.

Two of our existing projects provide us a percentage of realized cash flow from the settlement proceeds of each unit at the
respective project provided that we settle on a prescribed minimum number of units each quarter. If we are unable to achieve the
required number of settlements, the lenders may elect to reduce the amount of cash flow to us from settlement proceeds. If that
happened, it could severely compromise our liquidity and could jeopardize our ability to satisfy our capital and cash flow requirements
in which case our ability to continue operating would be seriously compromised.



Our operations require significant capital, which may not continue to be available.

The real estate development industry is capital intensive and réquires significant expenditures for operations, land purchases,
: land development and construction as well as potential acquisitions of other homebuilders or developers. In order to maintain our
- operations, we will need to obtain additional financing. These funds can be generated through public or private debt or equity
. financings, operating cash flow, additional bank borrowings or from strategic alliances or joint ventures. In light of the current
economic climate we may not be successful in obtaining additional funds in a timely manner, on favorable terms or at all. Moreover,
certain of our bank financing agreements contain provisions that limit the type and amount of debt we may incur in the future without
- our lenders’ consent. In addition, the availability of borrowed funds, especially for land acquisition and construction financing, has
been greatly reduced, and lenders may require us to invest increased amounts of equity in a project in connection with both new loans
* and the extension of existing loans. If we do not have access to additional capital, we may be required to delay, scale back or abandon
. some or all of our operating strategies or reduce capital expenditures and the size of our operations. As a result, such an inability to
access additional capital would likely cause us to experience a material adverse affect on our business, results of operations and
financial condition.

Our continuing operations and future growth depends on the availability of construction, acquisition and development loans.

To finance projects, we have historically utilized construction, acquisition and development loans. These credit facilities tend to
be project-oriented and generally have variable rates and require significant management time to administer them. If financial
. institutions decide to discontinue providing these facilities to us we would lose our primary source of financing our operations or the
‘3 cost of retaining or replacing these credit facilities could increase dramatically. Further, this type of financing is typically
¢ characterized by short-term loans which are subject to call. If construction, acquisition and development loans becomes unavailable or
accelerated repayment of our existing facilities is demanded, we may not be able to meet our obligations and we may be forced to seek
protections afforded under the bankruptcy code.

We engage in construction and real estate activities which are speculative and involve a high degree of risk.

The home building industry is speculative and demand for new homes is significantly affected by changes in economic and
other conditions, such as:
*  employment levels;
*  availability of home buyer mortgage financing;
 interest rates; and
*  consumer confidence;
These factors can negatively affect the demand for and pricing of our homes and our margin on sale. We are also subject to a
number of risks, many of which are beyond our control, including:

* delays in construction schedules;

¢ cost overruns;

Iaas

. changés in governmental regulations (such as slow- or no-growth i_nitiatives);
»  increases in real estate taxes and other local government fees;

e labor strikes;

»  transportation costs for delivery of materials; and

*  increases and/or shortages in raw materials and labor cost.

" Our ability to sell homes and, accordingly, our results of operations, will be affected by the availability of mortgage financing to
potential home buyers.

Most home buyers finance their purchase of a new home through third-party mortgage financing. As a result, residential real
estate demand is adversely affected by:

*  increases in interest rates and/or related fees;

*  increases in real estate transaction closing costs;

*  decreases in the availability of consumer mortgage financing;
*  increasing housing costs;

* unemployment; and



» changes in federally sponsorcd'ﬁnancing programs;

*  increases in foreclosure inventory and reduction in market comparables resulting from foreclosures and short sales.

Increases in interest rates and decreases in the availability of consumer mortgage financing have depressed the market for new
homes because of the increased monthly mortgage costs and the unavailability of financing to potential home buyers. For instance,
recent initiatives to tighten underwriting standards have made mortgage financing more difficult to obtain for some of our entry-level
home buyers, which has led to decreased demand from these buyers. Even if potential home buyers do not experience difficulty
securing mortgage financing for their purchase of a new home, increases in interest rates and decreased mortgage availability or
significant alterations to mortgage product types could make it harder for them to sell their existing homes. This could continue to
adversely affect our operating results and financial condition.

The potential reduction or wi'nding down of the role Fannie Mae and Freddie Mac play in the mortgage market may materially
adversely affect the multifamily sector and our business, operations and financial condition.

On February 11, 2011, the U.S. Treasury and the U.S. Department of Housing & Urban Development issued a report to the U.S.
Congress entitled “Reforming America’s Housing Finance Market” that lays out, among other things, three options for long-term
reform, which would reduce or wind down the role that Fannic Mae and Freddie Mac play in the mortgage market. These proposals
are: (a) a privatized system of housing finance with the government insurance role limited to the Federal Housing Administration (the
“FHA”), the United States Department of Agriculture (the “USA”) and the Department of Veterans’ Affairs’ (the “VA™) assistance for
narrowly targeted groups of borrowers; (b) a privatized system of housing finance with assistance from the FHA, USDA and VA for =
narrowly targeted groups of borrowers and a guarantee mechanism to scale up during times of crisis; and (c) a privatized system of
housing finance with FHA, USDA and VA assistance. for low- and moderate-income borrowers and catastrophic reinsurance behind
significant private capital. Any such proposals, if enacted, may have broad and material adverse implications for the multifamily
sector and our business, operations and financial condition. We expect such proposals to be the subject of significant discussion and it
is not yet possible to determine whether or when such proposals may be enacted, what form any final legislation or policies might take :
and how proposals, legislation or policies emanating from this report may impact the multifamily sector and our business, operations
and financial condition. We are evaluating, and will continue to evaluate, the potential impact of the proposals set for in this report.

Fluctuations in market conditions may affect our ability to sell our land and home inventories at expected prices, if at all, which
could adversely affect our revenues, earnings and cash flows.

We are subject to the potential for significant fluctuations in the market value of our land and home inventories. We must
constantly locate and acquire new tracts of undeveloped and developed land if we are to support growth in our home building
operations. There is a lag between the time we acquire control of undeveloped land or developed home sites and the time that we can
bring the communities built on that land to market and deliver our homes. This lag time varies from site to site as it is impossible to
predict with any certainty the length of time it will take to obtain governmental approvals and building permits. The risk of owning
undeveloped land, developed land and homes can be substantial. The market value of undeveloped land, buildable lots and housing
inventories can fluctuate significantly as a result of changing economic and market conditions. Inventory carrying costs can be
significant and can result in losses in a poorly performing development or market. Material write-downs of the estimated value of our
land and home inventories could occur if market conditions deteriorate or if we purchase land or build home inventories at higher
prices during stronger economic periods and the value of those land or home inventories subsequently declines during weaker
economic periods. We could also be forced to sell homes, land or lots for prices that generate lower profit than we anticipate, or at a
loss, and may not be able to dispose of an investment in a timely manner when we find dispositions advantageous or necessary.
Furthermore, a continued decline in the market value of our land or home inventories may give rise to additional impairments of our
inventory and write-offs of contract deposits and feasibility cost, which may result in a breach of financial covenants contained in one
or more of our credit facilities, which could cause a default under those credit facilities. Defaults in these credit facilities are often
times the responsibility of the Company as the Company is the guarantor of most of its subsidiary’s debts.

Deteriorating market conditions, turmoil in the credit markets and increased price competition continued to negatively impact us
in 2010 resulting in reduced sales prices, increased customer concessions, reduced gross margins and extended estimates for project
completion dates. As a result, we evaluated all of our projects to determine if recorded carrying amounts were recoverable. This
evaluation resulted in an aggregate 2010 impairment charge of $1.5 million in the Washington D.C. region. Impairment charges are
recorded as a reduction in our capitalized land and/or house costs. The impairment charge was calculated using a discounted cash flow
analysis model, which is dependent upon several subjective factors, including the selection of an appropriate discount rate, estimated
average sales prices and estimated sales rates. In performing our impairment modeling, we must select what we believe is an
appropriate discount rate based on current market cost of capital and returns expectations. We have used our best judgment in
determining an appropriate discount rate based on anecdotal information we have received from marketing our deals for sale in recent
months. We have elected to use a rate of 13% in our discounted cash flow model. While the selection of a 13% discount rate was
subjective in nature, we believe it is an appropriate rate in the current market. The estimates used by us are based on the best
information available at the time the estimates are made. If market conditions continue to deteriorate additional adverse changes to
these estimates in future periods could result in further material impairment amounts to be recorded.
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Our ability to use our NOLs and, in certain circumstances, future built-in losses and depreciation deductions can be negatively
affected if there is an “ownership change” as defined under Section 382 of the Internal Revenue Code.

' In general, an ownership change occurs whenever there is a shift in ownership by more than 50 percentage points by one or
- more 5% shareholders over a specified time period (generally three years). Given Section 382’s broad definition, an ownership change
. could be the unintended consequence of otherwise normal market trading in our stock that is outside of our control.

_ We currently have approximately $72.0 million in Federal and State NOLs with a potential value of up to $25.0 million in tax

savings. These deferred tax assets are currently fully reserved. If unused, these NOLs will begin expiring in 2028. Under Internal
Revenue Code Section 382 rules, if a change of ownership is triggered, our NOL asset and possibly certain other deferred tax assets
may be impaired. We estimate that as of December 31, 2010, the cumulative shift in the Company’s stock would not cause an inability
to utilize some of our NOL asset.

.. Home prices and sales activities in the Washington, D.C. geographic market have a large impact on our results of operations

because we conduct substantially all of our business in this market.

Home prices and sales activities in the Washington, D.C. geographic market have a latge impact on our results of operations
.. because we conduct substantially all of our business in this market. Although demand in this area historically has been strong, the
. current slowdown in residential real estate demand and reduced availability of consumer mortgage financing have reduced the

- likelihood of consumers seeking to purchase new homes which has had and will likely continue to have a negative impact on the pace

.. at which we receive orders for our new homes. As a result of the foregoing and general economic conditions, potential customers may
be less willing or able to buy our homes, or we may take longer or incur more costs to build them. We may not be able to recapture

" increased costs by raising prices in many cases because of market conditions or because we fix our prices in advance of delivery by
signing home sales contracts. We may be unable to change the mix of our homes or our offerings or the affordability of our homes to

" maintain our margins or satisfactorily address changing market conditions in other ways. This has and could continue to adversely
affect our results of operations and cash flows.

Because our business depends on the acquisition of new land, the potential limitations on the supply of land could reduce our
revenues or negatively impact our results of operations and financial condition.

Even in the current depressed housing market, we experience competition for available land and developed home sites in the
Washington, D.C. market. We have experienced competition for home sites from other, better capitalized, home builders. Our ability

~ to continue our home building activities over the long term depends upon our ability to locate and acquire suitable parcels of land or

developed home sites to support our home building operations. If competition for land increases, the cost of acquiring it may rise, and
the availability of suitable parcels at acceptable prices may decline. Any need for increased pricing could increase the rate at which
consumer demand for our homes declines and, consequently, reduce the number of homes we sell and lead to a decrease in our
revenues, earnings and cash flows.

Our business is subject to governmental regulations that may delay, increase the cost of, prohibit or severely restrict our
development and home building projects and reduce our revenues and cash flows.

We are subject to extensive and complex laws and regulations that affect the land development and home building process,
including laws and regulations related to zoning, permitted land uses, levels of density (number of dwelling units per acre), building
design, access to water and other utilities, water and waste disposal and use of open spaces. In addition, we and our subcontractors are
subject to laws and regulations relating to worker health and safety. We also are subject to a variety of local, state and federal laws and
regulations concerning the protection of health and the environment. In some of our markets, we are required to pay environmental
impact fees, use energy saving construction materials and give commitments to provide certain infrastructure such as roads and
~ sewage systems. We must also obtain permits and approvals from local authorities to complete residential development or home
construction. The laws and regulations under which we and our subcontractors operate, and our and their obligations to comply with
_ them, may result in delays in construction and development, cause us to incur substantial compliance and other increased costs, and
prohibit or severely restrict development and home building activity in certain areas in which we operate. If we are unable to continue
to develop communities and build and deliver homes as a result of these restrictions or if our compliance costs increase substantially,
our revenues, earnings and cash flows may be reduced.

Cities and counties in which we operate have adopted, or may adopt, slow or no-growth initiatives that would reduce our ability to
build and sell homes in these areas and could adversely affect our revenues, earnings and cash flows.

From time to time, certain cities and counties in which we operate have approved, and others in which we operate may approve,
. various “slow-growth” or “no-growth” initiatives and other similar ballot measures. Such initiatives restrict development within
* localities by, for example, limiting the number of building permits available in a given year. Approval of slow- or no-growth measures
could reduce our ability to acquire land, obtain building permits and build and sell homes in the affected markets and could create
additional costs and administration requirements, which in turn could have an adverse effect on our revenues, eammgs and cash flows.
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Increased regulation in the housing industry increases the time required to obtain the necessary approvals to begin construction
and has prolonged the time between the initial acquisition of land or land options and the commencement and completion of
construction. These delays increase our costs, decrease our profitability and increase the risks associated with the land inventories we
maintain.

Municipalities may restrict or place moratoriums on the availability of utilities, such as water and sewer taps. If municipalities in
which we operate take actions like these, it could have an adverse effect on our business by causing delays, increasing our costs or
limiting our ability to build in those municipalities. This, in turn, could reduce the number of homes we sell and decrease our
revenues, earnings and cash flows.

The competitive conditions in the home building industry could increase our costs, reduce our revenues and earnings and
otherwise adversely affect our results of operations and cash flows.

The home building industry is highly competitive and fragmented. We compete with a number of national, regional and local
builders for customers, undeveloped land and home sites, raw materials and labor. For example, in the Washington, D.C. market, we
compete against multiple publicly-traded national home builders, and many privately-owned regional and local home builders. We do
not compete against all of the builders in all of our product types or submarkets, as some builders focus on particular types of projects
within those markets, such as large estate homes, that are not in competition with our projects.

We compete primarily on the basis of price, location, design, quality, service and reputation. Some of our competitors have
greater financial resources, more established market positions and better opportunities for land and home site acquisitions than we do
and have greater amounts of unrestricted cash resources on hand, lower costs of capital, labor and material than us. The competitive
conditions in the home building industry could, among other things:

»  make it difficult for us to acquire suitable land or home sites in desirable locations at acceptable prices and terms, which
could adversely affect our ability to build homes;

*  require us to increase selling commissions and other incentives, which could reduce our profit margins;
¢ resultin delays in construction if we experience delays in procuring materials or hiring trades people or laborers;
»  result in lower sales volume and revenues; and

*  increase our costs and reduce our earnings

We also compete with sales of existing homes and condominiums, foreclosure sales of existing homes and condominiums and
available rental housing. A continued oversupply of competitively priced resale, foreclosure or rental homes in our markets could
adversely affect our ability to sell homes profitably.

Our business is concentrated in a single geographic area which increases our exposure to localized risks.

We currently develop and sell homes principally in the Washington, D.C. market. Our limited geographic diversity means that
adverse general economic, weather or other conditions in this market could adversely affect our results of operations and cash flows or
our ability to grow our business.

We are dependent on the services of certain key employees and the loss of their services could harm our business.

Our success largely depends on the continuing services of certain key employees, including Christopher Clemente, our
Chairman and Chief Executive Officer; Gregory Benson, our Chief Operating Officer; Jubal Thompson, our General Counsel and
Secretary; and Joseph Squeri, our Chief Financial Officer. Our continued success also depends on our ability to attract and retain
qualified personnel. We believe that Messrs. Clemente, Benson, Thompson and Squeri each possess valuable industry knowledge,
experience and leadership abilities that would be difficult in the short term to replicate. The loss of these or other key employees could
harm our operations, business plans and cash flows.

A significant portion of our business plan involves and may continue to involve mixed-use developments and high-rise projects
with which we have less experience.

We are actively involved in the construction and development of mixed-use and high-rise residential projects. Our experience is
largely based on smaller wood-framed structures that are less complex than high-rise construction or the development of mixed-use
projects. A mixed-use project is one that integrates residential and non-residential uses in the same structure or in close proximity to
each other, on the same land. As we continue to expand into these new product types, we expect to encounter operating, marketing,
customer service, warranty and management challenges with which we have less familiarity. We have expanded our management
team to include individuals with significant experience in this type of real estate development but have been forced to furlough some
of them as we’ve downsized our operation. If we are unable to successfully manage the challenges of this portion of our business, we
may incur additional costs and our results of operations and cash flows could be adversely affected.
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Ifwe experience shortages of labor or supplies or other circumstances beyond our control, there could be delays or increased costs .
in developing our projects, which would adversely affect our operating results and cash flows.
We and the home building industry, from time to time, may be affected by circumstances beyond our control, including:

»  work stoppages, labor disputes and shortages of qualified trades people, such as carpenters, roofers, electricians and
plumbers;

»  lack of availability of adequate utility infrastructure and services;
«  transportation cost increases;
»  our need to rely on local subcontractors who may not be adequately capitalized or insured; and

- shortages or fluctuations in prices of building materials.

These difficulties have caused and likely will cause unexpected construction delays and short-term increases in construction

" costs. In an attempt to protect the margins on our projects, we often purchase certain building materials with commitments that lock in

the prices of these materials for 90 to 120 days or more. However, once the supply of building materials subject to these commitments
is exhausted, we are again subject to market fluctuations and shortages. We may not be able to recover unexpected increases in
construction or materials costs by raising our home prices because, typically, the price of each home is established at the time a
customer executes a home sale contract. Furthermore, sustained increases in construction costs may, over time, erode our profit

" margins and may adversely affect our results of operations and cash flows.

C We depend on the availability and skill of subcontractors and their willingness to work with us.

Substantially all of our construction work is done by subcontractors with us acting as the general contractor or by subcontractors
working for a general contractor we select for a particular project. Accordingly, the timing and quality of our construction depends on
the availability and skill of those subcontractors. We do not have long-term contractual commitments with subcontractors or suppliers.
Although we believe that our relationships with our suppliers and subcontractors are good, we cannot assure that skilled
subcontractors will continue to be available at reasonable rates and in the areas in which we conduct our operations. The inability to
contract with skilled subcontractors or general contractors at reasonable costs on a timely basis could limit our ability to build and

- deliver homes and could erode our profit margins and adversely affect our results of operations and cash flows. Recent cash flow and

credit facility limitations have forced us to negotiate settlements with our vendors at less than the entire amounts owed. This may
result in vendor hesitation to work with us on future projects.

Construction defect and product liability litigation and claims that arise in the ordinary course of business may be costly or
negatively impact sales, which could adversely affect our results of operations and cash flows.

Our home building business is subject to construction defect and product liability claims arising in the ordinary course of
business. These claims are common in the home building industry and can be costly. Among the claims for which developers and
builders have financial exposure are property damage, environmental claims and bodily injury claims and latent defects that may not
materialize for an extended period of time. Damages awarded under these suits may include the costs of remediation, loss of property
and health-related bodily injury. In response to increased litigation, insurance underwriters have attempted to limit their risk by
excluding coverage for certain claims associated with environmental conditions, pollution and product and workmanship defects. As a
developer and a home builder, we may be at risk of loss for mold-related property, bodily injury and other claims in amounts that
exceed available limits on our comprehensive general liability policies and those of our subcontractors. In addition, the costs of
insuring against construction defect and product liability claims are high and the amount of coverage offered by insurance companies
is limited. Uninsured construction defect, product liability and similar claims, claims in excess of the limits under our insurance

policies, defense costs and the costs of obtaining insurance to cover such claims could have a material adverse effect on our revenues,

earnings and cash flows.

" Increased insurance risk could negatively affect our business, results of operations and cash flows.

Insurance and surety companies have reassessed many aspects of their business and, as a result, may take actions that could
negatively affect our business. These actions could include increasing insurance premiums, requiring higher self-insured retentions
and deductibles, requiring additional collateral on surety bonds, reducing limits, restricting coverages, imposing exclusions, and
refusing to underwrite certain risks and classes of business. Any of these actions may adversely affect our ability to obtain appropriate
insurance coverage at reasonable costs, which could have a material adverse effect on our business. Additionally, coverage for certain
types of claims, such as claims relating to mold, is generally unavailable. Further, we rely on surety bonds, typically provided by
insurance companies, as a means of limiting the amount of capital utilized in connection with the public improvement sureties that we
are required to post with governmental authorities in connection with land development and construction activities. The cost of
obtaining these surety bonds is, from time to time, unpredictable and these surety bonds may be unavailable to us for new projects.
These factors can delay or prohibit commencement of development projects and adversely affect revenue, earnings and cash flows.
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We are subject to warranty claims arising in the ordinary course of business that could be costly.

We provide service warranties on our homes for a period of one year or more post closing and provide warranties on occasion as *
required by applicable statutory requirements for extended periods. We self-insure our warranties from time to time and reserve an
amount we believe will be sufficient to satisfy any warranty claims on homes we sell and periodically purchase insurance related
coverage cover the costs associated with potential claims. Additionally, we also attempt to pass much of the risk associated with
potential defects in materials and workmanship on to the subcontractors performing the work and the suppliers and manufacturers of
the materials and their insurance carriers. In such cases, we still may incur unanticipated costs if a subcontractor, supplier,
manufacturer or its insurance carrier fails to honor its obligations regarding the work or materials it supplies to our projects. If the
amount of actual claims materially exceeds our aggregate warranty reserves, any available insurance coverage and/or the amounts we
can recover from our subcontractors and suppliers, our operating results and cash flows would be adversely affected.

Our business, results of operations and financial condition may be adversely affected by adverse weather conditions or natural
disasters.

Adverse weather conditions, such as extended periods of rain, snow or cold temperatures, and natural disasters, such as
hurricanes, tornadoes, floods and fires, can delay completion and sale of homes, damage partially complete or other unsold homes in
our inventory and/or decrease the demand for homes or increase the cost of building homes. To the extent that natural disasters or :
adverse weather events occur, our business and results may be adversely affected. To the extent our insurance is not adequate to cover 3
business interruption losses or repair costs resulting from these events, our results of operations and financial conditions may be 4
adversely affected.

We are subject to certain environmental laws and the cost of compliance could adversely affect our business, results of operations
and cash flows.

As a current or previous owner or operator of real property, we may be liable under federal, state, and local environmental laws,
ordinances and regulations for the costs of removal or remediation of hazardous or toxic substances on, under or in the properties or in
the proximity of the properties we develop. These laws often impose liability whether or not we knew of, or were responsible for, the
presence of such hazardous or toxic substances. The cost of investigating, remediating or removing such hazardous or toxic substances
may be substantial. The presence of any such substance, or the failure promptly to remediate any such substance, may adversely affect
our ability to sell the property, to use the property for our intended purpose, or to borrow funds using the property as collateral. In
addition, the construction process involves the use of hazardous and toxic materials. We could be held liable under environmental
laws for the costs of removal or remediation of such materials. In addition, our existing credit facilities also restrict our access to the
loan proceeds if the properties that are used to collateralize the loans are contaminated by hazardous substances and require us to
indemnify the bank against losses resulting from such occurrence for significant periods of time, even after the loan is fully repaid.

Our Eclipse project is part of a larger development located at Potomac Yard in Northern Virginia. Potomac Yard was formerly
part of a railroad switching yard contaminated as a result of rail-related activities. Remediation of the property was conducted under
supervision of the U.S. Environmental Protection Agency, or EPA, in coordination with state and local authorities. In 1998, federal,
state and local government agencies authorized redevelopment of the property. Our plans for development of our portion of the project .
are consistent with those authorizations. Although concentrations of contaminants remain on the property under the EPA-approved "
remediation work plan, the EPA has determined that they do not present an unacceptable risk fo human health or the environment.
However, the EPA’s determination does not preclude private lawsuits and it is possible that we could incur costs to defend against any
claims that may be brought in the future relating to any such contaminants.

If we are not able to develop our communities successfully, results of operations and financial condition could be diminished.

Before a community generates any revenues, material expenditures are required to acquire land, to obtain development
approvals and to construct significant portions of project infrastructure, amenities, model homes and sales facilities. It can take a year

or more for a community development to achieve cumulative positive cash flow. Our inability to develop and market our communities - -

successfully and to generate positive cash flows from these operations in a timely manner would have a material adverse effect on our
ability to service our debt and to meet our working capital requirements.

Our operating results may vary.

We expect to experience variability in our revenues and net income. Factors expected to contribute to this variability include,
among other things:

*  the uncertain timing of real estate closings;

*  our ability to continue to acquire additional land or options thereon on acceptable terms and the timing of all necessary
regulatory approvals required for development; *
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» the condition of the real estate market and the general economy in the markets in which we operate;
» the cyclical nature of the home building industry;

» the changing regulatory environment concerning real estate development and home building;

»  changes in prevailing interests rates and the availability of mortgage financing; and

- costs of material and labor and delays in construction schedules.

The volume of sales contracts and closings typically varies from month to month and from quarter to quarter depending on

- several factors, including the stages of development of our projects, weather and other factors beyond our control. In the early stages

of a project’s development, we incur significant start-up costs associated with, among other things, project design, land acquisition and
development, construction and marketing expenses. Since revenues from sales of properties are generally recognized only upon the
transfer of title at the closing of a sale, no revenue is recognized during the early stages of a project unless land parcels or residential
home sites are sold to other developers. Periodic sales of properties may be insufficient to fund operating expenses. Further, if sales

- and other revenues are not adequate to cover operating expenses, we will be required to seek sources of additional operating funds.

Accordingly, our financial results will vary from community to community and from time to time.

Acts of war or terrorism may seriously harm our business.

Acts of war, any outbreak or escalation of hostilities between the United States and any foreign power or acts of terrorism, may

o cause disruption to the U.S. economy, or the local economies of the markets in which we operate, cause shortages of building

materials, increase costs associated with obtaining building materials, result in building code changes that could increase costs of
construction, affect job growth and consumer confidence, or cause economic changes that we cannot anticipate, all of which could
reduce demand for our homes and adversely impact our revenues, earnings and cash flows.

We do not own the Comstock brand or trademark, but use the brand and trademark pursuant to the terms of a perpetual license

E granted by Christopher Clemente, our Chief Executive Officer and Chairman of the Board.

Our Chief Executive Officer and Chairman of the Board, Christopher Clemente, has licensed his ownership interest the

. “Comstock” brand and trademark to us in perpetuity and free of charge. We do not own the brand or the trademark and are not in a
. position to be able to adequately protect it against infringement from third parties. Additionally, Moreover, Mr. Clemente has retained
- the right to continue using the “Comstock” brand and trademark individually and through his affiliates, including real estate

development projects in our current or future markets that are unrelated to the Company. We will be unable to control the quality of

. projects undertaken by Mr. Clemente or others using the “Comstock” brand and trademark and therefore will be unable to prevent any

damage to its goodwill that may occur. We will further be unable to preclude Mr. Clemente from licensing or transferring the
ownership of the “Comstock™ trademark to third parties, some of whom may compete against us. Consequently, we are at risk that our
brand could be damaged which could have a material adverse effect on our business, operations and cash flows.

Risks Related to our Common Stock and the Securities Markets
Yolatility of our stock price could adversely affect stockholders.

The market price of our Class A common stock could fluctuate significantly as a result of: -
e quarterly variations in our operating results;
> general conditions in the home building industry;
« interest rate changes;
+  changes in the market’s expectations about our operating results;

»  our operating results failing to meet the expectation of securities analysts or investors in a particular period;

»  changes in financial estimates and recommendations by securities analysts concerning our Company of the home building
industry in general;

»  operating and stock price performance of other companies that investors deem comparable to us;
*  news reports relating to trends in our markets;

» changes in laws and regulations affecting our business;

*  material announcements by us or our competitors;

*  material announcements by our construction lenders or the manufacturers and suppliers we use;
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»  sales of substantial amounts of Class A common stock by our directors, executive officers or significant stockholders or
the perception that such sales could occur; and

*  general economic and political conditions such as recessions and acts of war or terrorism.

Investors may not be able to resell their shares of our Class A common stock following periods of volatility because of the
market’s adverse reaction to that volatility. Our Class A common stock may not trade at the same levels as the stock of other
homebuilders, and the market in general may not sustain its current prices.

Investors in our Class A common stock may experience dilution with the future exercise of stock options and warrants, the grant of :
restricted stock and issuance of stock in connection with our acquisitions of other homebuilders. )

From time to time, we have issued and we will continue to issue stock options or restricted stock grants to employees and non-
employee directors pursuant to our equity incentive plan. We expect that these options or restricted stock grants will generally vest
commencing one year from the date of grant and continue vesting over a four-year period. Investors may experience dilution as the
options vest and are exercised by their holders and the restrictions lapse on the restricted stock grants. In addition, we may issue stock
in connection with acquisitions of other homebuilders, or warrants in connection with the setilement of obligations and or
indebtedness with vendors and suppliers, which may result in investors experiencing dilution.

Substantial sales of our Class A common stock, or the perception that such sales might occur, could depress the market price of
our Class A common stock.

+ A substantial amount of the shares of our Class A common stock are eligible for immediate resale in the public market. Any
sales of substantial amounts of our Class A common stock in the public market, or the perception that such sales might occur, could
depress the market price of our Class A common stock.

The holders of our Class B common stocks exert control over us and thus limit the ability of other stockholders to influence
corporate matters.

Messrs. Clemente and Benson own 100% of our outstanding Class B common stock, which, together with their shares of
Class A common stock, represent approximately 78.1% of the combined voting power of all classes of our voting stock as of
March 15, 2011. As a result, Messrs. Clemente and Benson, acting together, have control over us, the election of our board of
directors and our management and policies. Messrs. Clemente and Benson, acting together, also have control over all matters requiring
stockholder approval, including the amendment of certain provisions of our certificate of incorporation and bylaws, the approval of
any equity-based employee compensation plans and the approval of fundamental corporate transactions, including mergers. In light of
this control, other companies could be discouraged from initiating a potential merger, takeover or any other transaction resulting in a
change of control. Such a transaction potentially could be beneficial to our business or to our stockholders. This may in turn reduce the
price that investors are willing to pay in the future for shares of our Class A common stock.

The limited voting rights of our Class A common stock could impact its attractiveness to investors and its liguidity and, as a resull,
its market value.

The holders of our Class A and Class B common stock generally have identical rights, except that holders of our Class A
common stock are entitled to one vote per share and holders of our Class B common stock are entitled to 15 votes per share on all
matters to be voted on by stockholders. The difference in the voting rights of the Class A and Class B common stock could diminish
the value of the Class A common stock to the extent that investors or any potential future purchasers of our Class A common stock
ascribe value to the superior voting rights of the Class B common stock.

It may be‘dijﬁcult for a third party to acquire us, which could inhibit stockholders from realizing a premium on their stock Dprice.

We are subject to the Delaware anti-takeover laws regulating corporate takeovers. These anti-takeover laws prevent Delaware
corporations from engaging in business combinations with any stockholder, including all affiliates and employees of the stockholder,
who owns 15% or more of the corporation’s outstanding voting stock, for three years following the date that the stockholder acquired
15% or more of the corporation’s voting stock unless specified conditions are met.

Our amended and restated certificate of incorporation and bylaws contain provisions that have the effect of delaying, deferring
or preventing a change in control of us that stockholders may consider favorable or beneficial. These provisions could discourage
proxy contests and make it more difficult for stockholders to elect directors and take other corporate actions. These provisions could
also limit the price that investors might be willing to pay in the future for shares of our common stock. These provisions include:

*  astaggered board of directors, so that it would take three successive annual meetings to replace all directors;
*  aprohibition of stockholder action by written consent; and .
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= advance notice requirements for the submission by stockholders of nominations for election to the board of directors and -
for proposing matters that can be acted upon by stockbolders at a meeting.

~ Our issuance of shares of preferred stock could delay or preveni a change of control of us.

Our Board of Directors has the authority to cause us to issue, without any further vote or action by the stockholders, up to
20,000,000 shares of preferred stock, par value $.01 per share, in one or more series, to designate the number of shares constituting
any series, and to fix the rights, preferences, privileges and restrictions thereof, including dividend rights, voting rights, rights and
terms of redemption, redemption price or prices and liquidation preferences of such series. The issuance of shares of preferred stock
may have the effect of delaying, deferring or preventing a change in control of us without further action by the stockholders, even
where stockholders are offered a premium for their shares. The issuance of shares of preferred stock with voting and conversion rights
may adversely affect the voting power of the holders of Class A common stock, including the loss of voting control. We have no

" present plans to issue any shares of preferred stock.

Item 1B. Unresolved Staff Comments
Not Applicable.

. Item 2. Properties

Our principal administrative, sales and marketing facilities are located at our headquarters in Reston, Virginia. At December 31,
2010 we, leased approximately 8,200 square feet of office space in the Reston facility from Comstock Asset Management, L.C., an
affiliate wholly-owned by Christopher Clemente. Pursuant to this three-year headquarters lease which we entered into on
December 31, 2009, we will pay annual rent of approximately $200,000, subject to a 4% annual increase through the lease
termination.

For information regarding the properties at our communities, please see Item 1 “Business — Our Communities.”

Item 3. Legal Proceedings

On July 29, 2008, Balfour Beatty Construction, LLC, successor in interest to Centex Construction (“Balfour”), the general
contractor for Comstock Potomac Yard, L.C., one of our subsidiaries (“Comstock

Potamac™), filed liens totaling approximately $552,000 at The Eclipse on Center Park Condominium project (“Project”) in
connection with its claim for amounts allegedly owed under the Project contract documents. On September 3, 2008, Comstock
Potomac filed suit against Balfour in the United States District Court for the Eastern District of Virginia to invalidate the liens and for
its actual and liquidated damages in the approximate amount of $17.1 million due to construction delays and additional costs i